On the other hand, the last two decades have seen a strong increase in equity values and in the share of households with direct and indirect ownership of equities. Equity values rose 50 percent relative to GDP from 1981 to 1990, and then tripled relative to GDP between 1990 and 1999. The dramatic, sustained rise in stock market values helped assuage some of the concerns about the adequacy of saving, but the decline since 2000 has led to renewed concerns about saving adequacy. This paper examines the adequacy of households' saving for retirement and makes two contributions relative to the previous literature. First, using data from the 2001 Survey of Consumer Finances, we update previous work and provide more recent evidence on how well households are preparing for retirement. In contrast, most previous work uses data that are now 10 years old or older. The use of more recent data is particularly useful in light of the significant changes in the composition and level of wealth accumulation in the 1990s.
Our second contribution is to examine explicitly the role of the stock market in determining the adequacy of households' financial preparation for retirement. Although it may seem obvious that increases in the stock market help people save more for retirement, the overall effect on the adequacy of saving may be more complex. Households may adjust their other wealth or retire earlier in response to stock market fluctuations, and to the extent that stock holdings are concentrated among households that are extremely wealthy, variations in equity values will have little effect on how well the vast majority of households are faring with respect to retirement saving.
Despite the trends noted above, we find that many and perhaps most married couples, where the husband works full-time appear to be saving adequate amounts for retirement. Despite the popular linking of equity values and retirement saving, we find almost no link between variations in stock values and variations in the overall level or distribution of adequate saving. Historical variation in equity values and ownership does not correlate well with historical variation in the adequacy of saving. A simulated 40 percent decline in stock values -roughly the decline of broad market indices from their peak in 2000 to their trough in 2002 -has little effect on the observed adequacy of saving. The main
